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RECENT REPORTS ON STATE AND LOCAL TAXATION 

TWO and a half years ago our customary review of state tax com- 
mission reports ' brought the subject down to the end of the 
year 1903. In the interval that has elapsed, a number of re- 
ports, not only of state but also of local commissions and of semi- public 
organizations have made their appearance. It seems opportune to 
consider these in the light of certain general principles, a discussion of 
which, in varying degree, is now in progress throughout the length and 
breadth of the country. 

If we look at the situation as it presents itself in the different por- 
tions of the United States, we realize that there are four groups of 
problems which are subsumed under the general head of tax reform. 
In the first place, the taxation of corporations is almost everywhere a 
burning question, because of the increased importance of corporate 
activity, because of the growing differentiation in the public mind of 
various classes of corporations possessing varying rights and duties to 
the public, and because of the desire to make corporations pay what is 
deemed to be a fair share of taxation. Secondly, there has come to 
the front the demand for the separation of state and local revenues, 
based on the desire to secure an escape from the many difficulties of 
the present situation by having the state abandon its reliance upon the 
general property tax, which is at the same time still the chief source of 
local revenue. This demand brings with it the necessity of some pro- 
vision for an adequate system of separate state revenue , and this in 
turn explains the interest attached to such subjects as the inheritance 
tax and other special state taxes. In the third place, the discontent 
with the personal property tax is everywhere growing. In some states, 
the demand for reform has found expression in constitutional amend- 
ments which will permit of the abandonment of the general property 
tax at least for state purposes. In other states, the movement is taking 
the shape of a separate taxation , or of a taxation at a special rate or in 
a special manner, of certain kinds of personal property, like mortgages. 
In yet other state's, attempts are being made to find a substitute for 
certain forms of personal property taxation or even for the personal 
property tax in all its forms. Finally as a result of the most recent de- 
velopment, a larger interest is being manifested in the general relation 

1 Political Science Quarterly, XIX, 710-713, 
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of local, state and national revenues. On the whole the subject of taxa- 
tion is now being slowly recognized as involving difficult and subtle 
problems which have long escaped general attention. 



The municipal reports on taxation are of comparatively recent date. 
Ten years ago few municipal commissions had been created to study 
taxation, and except in the cases of Chattanooga, of Cleveland and of 
Boston the few reports that appeared were of little value. Of recent 
years, however, the question of taxation in our largest cities has been 
assuming important dimensions, and it is in Chicago and in New York 
that we find the greatest degree of ferment. In Chicago, the com- 
mittee on public affairs of the City Club selected the municipal revenue 
system as the most important subject to be studied, and Professor Mer- 
riam of the University of Chicago was chosen to undertake the investi- 
gation. He has submitted a report of great interest and value. 1 It is 
divided into four parts, treating respectively of the development of the 
Chicago revenue system since 1871 ; of the revenue systems of Ameri- 
can and foreign cities ; of the present revenues of Chicago in detail ; 
and of some general questions of reform. The report is clear, succinct 
and suggestive, not only containing an acute analysis of present evils, 
but also disclosing a familiarity with the modern literature on the sub- 
ject and with the various projects of reform. The field covered is so 
broad that it would be impossible to make any intelligent comments 
without virtually writing a treatise on public finance. Suffice it to say 
that this report gives not only an admirable systematic survey of con- 
ditions as they exist but also interesting suggestions for improvement. 

In New York City the situation is somewhat better than in Chicago , 
not so much because of differences in the law as because of differences 
in the administration of the law. But here also many complex ques- 
tions have arisen, and these led to the appointment by the mayor, in 
1905, of an advisory commission on taxation and finance, which is 
composed of fifteen members and is still in existence. As the present 
writer is a member of this commission, notice of its work will be here 
limited to a statement of what it has done. The commission was 
divided into three committees ; on taxation and revenue, on the state 
debt and special assessments, and on accounting and statistics. As the 
subjects assigned to the two latter committees do not fall within the pur- 

1 Report of the Investigation of the Municipal Revenues of Chicago. By Charles 
Edward Merriam. Chicago City Club, 1906. — 161 pp. 
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view of this article, the work of the committee on taxation and revenues 
alone calls for notice. 

This committee has made a number of reports, 1 which have been 
adopted by the main body of the commission, and which deal with a 
variety of subjects, some of special, others of general interest. Among 
them is a statistical study of the municipal revenues of London, Paris 
and Berlin, as well as a report on uncollectible taxes and the abuses that 
have arisen in connection with the issue of municipal bonds, or so- 
called corporate stock, for arrears of taxation. The recommendations 
of the committee in this respect have since been enacted into law. 
Various other recommendations designed to improve the methods of 
tax collection have also become law. The chief reports of the com- 
mittee, however, deal with the administration of the personal property 
tax in New York City , with side references to recent experiences else- 
where in the United States. As was to be expected , the committee 
shows that the tax in New York City is a complete farce, and that 
nothing is to be hoped from any amendment of the law looking toward 
more rigorous enforcement. The committee has under advisement 
some other important matters, such as the arrears of real-estate taxes 
and the general problem of the revenue from water works, reports on 
which may be expected in the near future. The reports of the mayor's 
municipal commission are especially noteworthy because of the facility 
with which the recommendations affecting the special situation in New 
York City have been enacted into law. The result is, taking it all in 
all, that the system of local taxation, as practically administered in 
New York City, is superior to that in any other of the American 
municipalities. 

Unofficial aid in the study of New York City tax problems has been 
rendered by the Chamber of Commerce, through a committee on state 
and municipal taxation which has been in existence for some time, and 
which has made some interesting reports." It has been the custom of 

1 Advisory Commission on Taxation and Finance, Committee on Taxation and 
Revenue; Reports submitted at meeting of May 9, 1905 (New York, 1905 — 43 
pp.); Report of Mr. Purdy on the Personal Property Tax, 1905 (New York, 1905 
— 31 pp.) : Report of Committee on Taxation and Revenue, December, 1905 (New 
York, 1905 — 37 pp.); Report of Committee on Taxation and Revenue on Personal 
Property Taxation, 1907 (New York, 1907 — 9 pp.). 

8 Reports of the Committee on State and Municipal Taxation of the Chamber of 
Commerce of the State of New York : Report on the Stranahan Mortgage Record 
Tax (1902); Report on the Corporation Tax Bill (1902); Report on a Plan for 
Reducing Taxation (1902); Report on the Taxation of Mortgages (1902); Reporton 
the Taxation of Mortgages ( 1903) ; Report on the System of Taxation of New York 
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this committee for some years past to publish from time to time a con- 
densed analysis of the New York system of taxation with comments 
upon its defects and suggestions for its improvement. As the chief 
topic of public discussion for several years has been the taxation of 
mortgages, we find accordingly that several reports are devoted to this 
subject. New York, like most of her sister states, up to within a few 
years ago nominally taxed mortgages under the general property tax ; 
in actual practice, however, mortgages were very seldom reached. 
After long agitation, a law was enacted, in 1905, exempting mortgages 
from the property tax, assessing them at a flat rate lower than the gen- 
eral rate of the property tax, and providing for an adequate enforce- 
ment of the new measure. As a result, mortgages were now, for the 
first time, really reached. This led, however, to such an agitation 
throughout the state that, in 1906, the annual mortgage tax was re- 
placed by a tax on mortgages levied only when the mortgages are re- 
corded. The reports of the Chamber of Commerce, which helped to 
bring about this result, declare its preference for a complete exemp- 
tion of mortgages from taxation, but signify its willingness to accept 
as a compromise the recording tax which has now become law. 

Of perhaps more influence than the reports just mentioned in helping 
to secure the repeal of the annual mortgage tax in New York was a re- 
port published by the New York Tax Reform Association, and prepared 
by the secretary, Mr. Lawson Purdy. 1 In order to settle once for all 
the question as to the incidence of a tax on mortgages, Mr. Purdy 
selected certain counties in New York and certain adjoining counties 
in Massachusetts, where, as is well known, mortgages have been ex- 
empted from taxation since 1881. He also chose certain counties in 
Pennsylvania where mortgages are actually taxed under a separate law. 
Statistical tables compiled from the mortgage records show conclusively 
that in New York the liability to possible taxation under the old law 
(providing for a tax on mortgages as a part of the general property tax) 
increased the rate of interest by a mill and a half in some counties and 
by three or four mills in others. These figures represent what is vir- 
tually the premium of insurance against the risk of assessment. The 
tables show, moreover, that the annual mortgage tax of 1905, which 

(1903); Report on the Taxation of Mortgages (1904); Supplementary Report on 
the Taxation of Mortgages (1904); Report on Tax Measures Pending in the Legis- 
lature (1905); Report on the Taxation of Mortgages (1906). 

' Mortgage Taxation and Interest Rates : Abstracts of mortgage records in certain 
counties of New York, Massachusetts and Pennsylvania, illustrating the effect of the 
new annual mortgage tax law. New York Tax Reform Association, 1906. — 19 pp. 
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was actually assessed on all mortgages, increased the rate of interest by 
slightly more than the amount of the tax. It may be added that tables 
which have been prepared since the repeal of the annual tax and the 
enforcement of the recording tax show that the rate of interest has 
again proportionately fallen. The figures in New York thus furnish a 
complete corroboration of the conclusions that have been reached in 
other parts of the country. It is to be expected that the recording 
mortgage tax, which has been unusually successful as a revenue 
producer during the short period of its existence in New York, will 
gradually find its way to the various states of the Union, and thus put 
to rest a troublesome agitation throughout the country. 

II 

The state tax commission reports have been more numerous and of 
more importance. During the past three years we have had no less 
than seven, or, including the province of Ontario, Canada, eight im- 
portant reports ; and most of them have appeared during the past 
autumn and winter. 

The report of the New Jersey commission ' deals almost exclusively 
with the subject of the taxation of railways. The revenues derived from 
railways and other corporations have long since been more than suffi- 
cient to defray all of the state expenditures — although it is usually for- 
gotten that the state has continued to levy school taxes which are subse- 
quently returned to the localities. New Jersey is therefore not, as is 
commonly supposed, an example of the separation of source in taxa- 
tion. It has been claimed, however, chiefly by the municipalities, that 
the local assessment and taxation of railways under the general railroad 
law were grossly unfair ; and while the commission was appointed to 
consider the whole subject of taxation, this aspect so engrossed the at- 
tention of its members that they have virtually devoted their whole re- 
port to it. The difficulty of the problem is shown by the fact that only 
a bare majority of the commission has agreed upon a report and that 
each of the other members has formulated dissenting views. 

The New Jersey system of railway taxation is somewhat complicated. 
By the law of 1884 a state board was created to value all railway prop- 
erty used for railway purposes. The property was divided into four 
parts , viz : ( 1 ) the so-called main stem , consisting of the road bed , 
not exceeding one hundred feet in width, and the railroad stations; 

1 Report of the Commissioners appointed to investigate the subject of Taxation in 
New Jersey. Trenton, New Jersey, 1905. — 170 pp. 
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( 2 ) the rest of the real estate used for operation, ordinarily described as 
the second-class property; (3) the remaining property, real and per- 
sonal, of the railway; and (4) the franchise. The state board was to 
fix the valuation of each of these classes and to impose a tax of one- 
half of one per cent, all of which was to go to the state. In addition 
to this tax, second-class property was also to be taxed at the general 
local rate (not to exceed one per cent), and the revenue from this 
additional tax was to go to the localities. In 1897, as a result of the 
report of the tax commission of the same year, the state relinquished 
to the localities the additional one-half of one per cent tax on the 
second-class property, reserving for itself only the tax on the main stem, 
the personal property and the franchises. 

The report of the commission of 1905 recommends, in the first place, 
that the rate on the main-stem property be increased, and that, in lieu 
of being taxed at the old flat rate of one-half of one per cent, it be 
henceforth taxed at the average of the local rate throughout the state. 
It is further recommended that the proceeds of this additional tax — 
i. <?., the surplus over the one-half of one per cent rate — be turned over 
to the municipalities. Again, the commission thinks that the second- 
class property , although still to be assessed by the board, should be 
taxed at the full local rate for the benefit of the localities. And it is 
further recommended that, so far as the personal property of railways 
is concerned, the personalty possessing a situs be valued by the state 
board for the benefit of the localities, and that other personal property 
continue to be taxed as heretofore. 

While this report is able and interesting, it will not be of much value 
outside of the state limits ; for the system of railway taxation and of 
apportionment between state and localities which has grown up in New 
Jersey does not seem to have recommended itself to any other com- 
monwealth. The appendices contain a history of the various tax com- 
missions in New Jersey and a conspectus of the constitutional and 
statutory provisions governing the taxation of railways throughout the 
American states. The dissenting reports of the individual commis- 
sioners are somewhat vague. The value of one of them may be inferred 
from the fact that it maintains that a remedy for all evils may be found 
in the " thorough listing of all personal property." 

It may be added that the recommendations of the commission were 
adopted, so far as the second-class property is concerned, by the so- 
called Duffield act of 1905. But this did not satisfy public opinion, 
and in 1 906 the system was again changed in several respects. Second- 
class property was now to be assessed by local assessors like other 
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property. Changes in the system of taxing the main stem were now 
also adopted , in conformity with the recommendations of the commis- 
sion ; that is : ( 1 ) the main stem was redefined so as to exclude sta- 
tions ; ( 2 ) the rate was increased from one- half of one per cent to the 
average rate of taxation throughout the state ; (3) the proceeds of the 
old one-half of one per cent rate were retained by the state, and the 
surplus was distributed to the counties and school districts. The law 
of 1905 had abolished the old state board of taxation and had substi- 
tuted a new board of equalization of taxes, which has since made annual 
reports on the subject. The law of 1906 established, in addition, 
county boards of taxation, which, it was hoped, would contribute to 
the improvement of the system of local taxation. This, however, is a 
forlorn hope. The new broom of 1905 swept clean for a time, indeed, 
and personal property assessments were put up with great jubilation on 
the part of the board ; but the report of 1 906 shows the usual result. 
Whereas in 1905 the personal property valuations were 14.05 per cent 
of the whole, in 1906 they had fallen to 13.34 per cent. It is the 
same old story, and it is accompanied by the same old comments ; for 
we read in the governor's message the plaintive remark : " What is 
needed for the settlement of taxation problems is less theory and more 
good old-fashioned ten-commandment honesty." In one respect, 
however, the last report of the New Jersey board of equalization is 
valuable, in that the board, taking advantage of an act of 1903, now 
intends to make separate assessments of land values and of improve- 
ments, except in the case of farming property. The net result of the 
whole agitation in New Jersey is that the local bodies now tax railways 
on a portion of their real estate, while the commonwealth taxes the 
rest of the property , a part of the proceeds of which is returned to the 
localities. But even thus the cry for " equal taxation " is not silenced, 
a cry which results from a popular failure to perceive the fundamental 
defect in the theory that the general property tax is applicable to indi- 
viduals and corporations alike. 

The conditions in Ontario, Canada, are so similar to those obtaining 
in our states that the problems of taxation are closely analogous. The 
commission appointed to consider the general question of railroad tax- 
ation accordingly made a thorough study of the situation in the United 
States. The report 1 (which, it is understood, was written by Professor 
Shortt) is an able presentation of the subject, giving a concise survey 

1 Report of the Ontario Commission on Railway Taxation, 1905. Toronto, 1905. — 
219 pp. 
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of the various systems employed in the American commonwealths and 
arriving at the conclusion that the best method of taxation of railroads 
is that of assessing them on their gross receipts. In an appendix, which 
many will deem the more valuable portion of the report, is found a 
presentation in detail of the systems of railroad taxation in the typical 
American states, containing not only an account of the methods them- 
selves but all manner of comments and criticisms, previously published 
or orally communicated, on the part of tax commissioners, railroad 
representatives and students of taxation. It is interesting to observe 
that the commission rejects the scheme recently introduced in Michigan, 
and known as the Adams-Cooley plan, as being both unscientific and 
unpractical. The Ontario report will, in all probability, long remain a 
model of its kind on the particular subject with which it deals. 

The Oregon report 1 is a pleasant surprise. Oregon has, of recent 
years, attracted the attention of students of taxation because of the fact 
that this commonwealth was the first to accept the plan of avoiding the 
evils of a state tax on real and personal property without incurring any 
of the disadvantages which usually attend a complete separation of 
source between state and local revenues. In other words , Oregon was the 
first to adopt, in principle at least, the scheme whereby state expenditures 
are to be defrayed by contributions imposed upon the counties in propor- 
tion to local expenditures instead of local valuations. This scheme has, 
indeed, not been thoroughly carried out, for two reasons. In the first 
place, Oregon has also sought to secure additional revenues from the 
so-called indirect taxes, that is, special taxes on corporations and in- 
heritances, as a result of which only about two- thirds of the state reve- 
nues have come from the property tax, apportioned according to the 
new method. Secondly, the law of 1901, which put the scheme into 
operation, apportioned the state property tax to the counties according to 
a table of fixed percentages without reference to either valuation or ex- 
penditure. The system of apportioning the taxes according to expendi- 
tures is not to go into effect until 1 9 1 2 . Moreover, the system is not 
to be carried out in all details. From the official expenditures are to 
be deducted certain classes of expenditure, like those for roads, for 
interest on debt, for court-houses and for fighting pestilence ; and the 
apportionment itself is to be made according to county expenses in- 
stead of total expenses within the county. A fuller consideration of 
this important matter will be reserved for another time and place, at- 

1 Report of the Board of Commissioners appointed under the provisions of chapter 
90, law of 1905, for the purpose of examining and reporting on matters of Assessment 
and Taxation. Salem, Oregon, 1906. — 332 pp. 
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tention being here called only to the fact that, under the existing Oregon 
system of apportionment, the dependence of a state upon the general 
property tax is robbed of its chief objection, namely, the tendency of 
each county to undervalue property in order to escape its burden of 
state expenses. It is this part of the Oregon report which will attract, 
and deservedly attract, the interest of students and legislators. 

In other respects also, the Oregon commission shows that it is 
thoroughly up-to-date and well acquainted with the best opinion on the 
subject. It discusses the general property tax, and arrives at the con- 
clusion that it is impossible to reach personalty by the present method 
of taxation, and that no change in the method of administering tax 
laws of the present type can alter this result. The commission does not 
draw the inference that personalty as such should be exempt, but con- 
cludes that the personal property tax should be abolished and that per- 
sonalty should be reached by the development of a system of state taxes 
on corporations. Such a recommendation is most interesting, marking 
perhaps the most advanced point that has yet been attained in publica- 
tions of this character. The commission is also of the opinion that 
much more can be done with the inheritance tax, but it refrains from 
radical recommendations because it has not had time to work out this 
proposition fully. The main features of interest, therefore, in this able 
and well- written report, will be found (1) in the proposed substitute 
for the personal property tax, in the shape of state taxes on corpora- 
tions, and (2) in the system of apportioning contributions to state 
revenues according to local expenditures. How far the first recom- 
mendation has any chance of success at the present time is doubtful, 
since one out of the three commissioners submits a minority report in 
which he argues for a continuance of personal property taxation. In 
fact, in the legislature which has just completed its session, all the 
minor recommendations of the commission were adopted, but the 
attempt to substitute state corporation taxes for the personal property 
tax was not successful. 

The California commission was fortunate in securing as its secretary 
Professor Plehn, who is correctly described in the report as an " expert 
on taxation and public finance." This has resulted in a report which 
is in many respects the clearest, most logical and best proportioned 
document on taxation which has yet emanated from any of our states. 
The commission issued, in the autumn of 1906, a preliminary report, 1 

1 Preliminary Report of the Commission on Revenue and Taxation of the State of 
California, August, 1906. Sacramento, California, 1906. — 71 pp. 
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submitting its tentative recommendations to criticism, as a result of 
which the final report ' at the close of 1 906 contains some not unimport- 
ant alterations. 

California is in the situation of most of the industrially less developed 
American states. Although its constitution is perhaps not so rigid as 
those of most of the other commonwealths, its system of taxation is the 
same : it relies for both state and local purposes upon the general 
property tax. The report gives a well-considered analysis of the pres- 
ent revenue laws, with short comments on their operation, showing the 
inequalities in the assessment of real estate and the almost complete 
failure to reach personalty. The commission recognizes the fact that 
the first step in any reform is to bring about a separation of the sources 
of state and local revenue, and it proposes to accomplish this by secur- 
ing the state revenue primarily from taxes on corporations. It takes 
up in turn the different classes of corporations and discusses the princi- 
ples involved in the taxation of each class. It is this part of the report 
which will be valuable even to those commonwealths which have already 
reached the point of separation between state and local revenue. In 
fact the California report may be declared to be in substance a treatise 
on the taxation of corporations from the American point of view. 
Almost one hundred pages are devoted to the taxation of railways alone, 
treating in detail of the various methods employed in this country. 
This chapter, while not based upon the conclusions of the Ontario 
commission, is nevertheless in substantial agreement with them, recom- 
mending the taxation on gross earnings in preference to the Michigan- 
Wisconsin plan. Other chapters take up in turn street railways, ex- 
press, car, telegraph, telephone, light, heat and power companies; 
while minute attention is paid to banks and insurance companies. 
Here as elsewhere the report gives a complete summary of the situation 
in the several states of the Union, and we observe that Professor Plehn 
has put to good use the researches which he conducted for the federal 
government and which have appeared in the recently published special 
report on " Wealth, Debt and Taxation." An interesting chapter is that 
on the taxation of franchises, in which a distinction is made between 
the various kinds of franchises, both general and special, with appro- 
priate conclusions as to taxation. In considering this matter, however, 
it must be remembered that the historical development of the franchise 
situation in California has not been precisely the same as elsewhere. 

1 Report of the Commission on Revenue and Taxation of the State of California, 
1906. Sacramento, California, 1906. — 296 pp. 
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Some of the recommendations of the commission have been adopted in 
the proposition for a constitutional amendment, which has passed the 
legislature ; and the commission has been continued for another two 
years, in order to prepare the legislation which may seem appropriate 
when the amendment, as is confidently expected, shall have been 
adopted by the people. 

Like so many of her sister states, California stands on the threshold 
of the reform of taxation. The commission of five is a unit in recom- 
mending the changes which it proposes ; but the real difficulty will 
begin, and the outlook for unanimity will be far more problematical, 
when the next step has to be taken and the difficulties of the local prop- 
erty tax have to be met. There is no doubt, however, that the ground 
must first be cleared ; and California is to be congratulated in having 
presented this phase of the situation so lucidly and so thoroughly. 
With two such reports as those of California and Oregon, there is reason 
to be hopeful as to the progress of reform. Our problems of taxation 
are in many ways different from those found in Europe, and the Cali- 
fornia report will render far more easy the task of the writer who shall 
attempt to construct a science of finance on American principles and 
for the use of American students and legislators. 

The wave of reform noticed in Oregon and California has reached 
the state of Washington, as is shown by the first report of the newly 
created board of tax commissioners. 1 The state of Washington now 
takes its place by the side of New York, New Jersey, Wisconsin and 
Michigan J as the home of a permanent tax commission whose periodical 
reports are more than formal in their character. 3 The Washington re- 

1 First Biennial Report of the State Board of Tax Commissioners of the State of 
Washington, for the period ending November I, 1906. Olympia, Washington, 1906. 
—357 PP- 

1 The first two reports of the Michigan and Wisconsin commissions have been pre- 
viously noticed: Political Science Quarterly, XVII, 177, and XIX, 710. The 
third report of the Michigan commission appeared in 1905, and that of the Wisconsin 
commission in 1907. The Wisconsin report contains an interesting appendix of 120 
pages, by Professor T. S. Adams, on mortgage statistics and taxation. 

•To make the list complete, mention should be made of the First Biennial Report 
of the State Tax Commissioner of West Virginia for the years 1905-06 (Charleston, 
West Virginia, 1906 — 184 pp.); but as almost none of the rather radical recommen- 
dations of the West Virginia tax commission of 1902 [Cf. Political Science Quar- 
terly, XIX, 710) were adopted by the state, the discussions in the report are chiefly 
of local interest. Much the same can be said of the annual reports of the tax com- 
missioners in Connecticut, Maryland and Massachusetts, which have appeared for 
many years. 



308 POLITICAL SCIENCE QUARTERLY [Vol. XXII 

port is very long and takes up a great variety of subjects, and while it 
is by no means so carefully written or so well proportioned as that of 
California or that of Oregon, it presents some cheering evidences of pro- 
gress. The commission states that " the general lack of intelligent 
comprehension of the subject of taxation on the part of both laymen 
and legislators can only be regarded with astonishment and regret by 
one who seriously takes up the study and delves into its history." The 
commission shows that it has learned something from delving into the 
history, but it is tantalizingly reticent in its general conclusions. It 
declares itself "unanimous in its conclusions as to the best, most equi- 
table and economical revenue system , to be ultimately worked out for 
the state " ; but it fears that radical suggestions at this time will fail of 
success , and it therefore contents itself with a more modest program. 

Like the other commissions it agrees that "the general property tax 
is inadequate to meet modern business conditions," and it suggests a 
constitutional amendment to admit of the possibility of classifying prop- 
erty and taxing the various classes at different rates. This it thinks 
especially important when dealing with the so-called public-utilities corpo- 
rations. The commission holds that the constitutional provisions found 
in most of the newer states which attempt to tax corporate like individual 
property " can be attributed to a lack of intelligent information upon 
the subject of taxation, and the result has been just the opposite of what 
was intended and expected." In the discussion of the "bare-foot 
school boy law " ' the commission gives us a glimpse of what it con- 
siders one of its final ideals. It thinks that the difficulties of personal 
property taxation can only be partly remedied by a state board of 
equalization and contends that " the best results will only be obtained 
by the separation of the state from local taxation." 

When it comes, however, to the reform of local taxation, there is a 
difference of opinion in the board. Two of the members believe in 
taxing moneys and credits at a separate rate of one- half of one per cent. 
It may be noted, incidentally, that they misconceive the nature of the 
new mortgage tax law in New York, which is not, as they suppose, an 
annual tax on value , but a recording tax paid once for all. The third 

•This law provides for raising annually a sum of money equal to $10 for every child 
of school age in the state. The tax is levied on general property, and when the money 
is collected it is then pro-rated back to the counties and school districts in proportion 
to the attendance of children in the common and high schools. The intent of the 
law was to make the richer districts contribute to the support of the poorer ones. 
The result of the act is naturally to cause the richer districts to reduce as much as 
possible the official valuation of their property. 
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commissioner, however, desires the absolute exemption of all moneys 
and credits from taxation and pictures in glowing colors the beneficial 
results which would ensue. The report contains other interesting 
material ; as , for instance , a clear table showing the methods of taxing 
railways in the different states. Perhaps the most novel part of the 
report is the discussion on the budget, for this subject has not hereto- 
fore been considered in any of the state reports. The commission con- 
cludes unanimously that the system of separate funds found in so many 
of our Western states is completely wrong ; and it advances some 
valuable suggestions about the depositary laws in the various common- 
wealths. That the report, however, has not been thoroughly thought 
out in all respects is evidenced by the recommendation on page 177 
that a more stringent law be enacted for the listing of personal property 
— a recommendation which is in flat contradiction with most of what 
has preceded. The Washington report, therefore, is interesting pri- 
marily as an indication of the infiltration of some of the newer ideas intc 
the minds of our western administrators. That the work of the com- 
mission has borne fruit is shown by the very recent passage of two 
laws, of which one exempts from taxation all moneys and credits, and 
the other affects the handling of public funds. 

The report of the Missouri commission, 1 although short, is neverthe- 
less important. The commission is a unit in agreeing that the first step 
in any tax reform is a separation of the sources of state and local reve- 
nue. It therefore discusses this proposition only, showing its advan- 
tages and recommending the adoption of a constitutional amendment 
to render such a separation possible. In accordance with this recom- 
mendation, a constitutional amendment, providing also for the possi- 
bility of local option in taxation, has been introduced into the legisla- 
ture , and has just been enacted into law. Thus Missouri has fallen into 
line with Minnesota and the other states which have recently adopted 
similar constitutional amendments. The effective discussion of the 
real problems of taxation can begin only after this first step has been 
taken. From this point of view the Missouri commission is to be con- 
gratulated upon its wisdom and self-restraint. 

Not so much can be said of the Massachusetts committee, 2 which had 

1 Special Message of Governor Joseph W. Folk concerning Reform in Taxation, 
including a Report of the Tax Commission, January 17, 1907. Jefferson City, Mis- 
souri, 1907. — 11 pp. 

2 Report of the Joint Special Committee on Taxation, appointed to consider the 
expediency of legislation in amendment of or in addition to the general laws relating 
to taxation, January, 1907. Boston, 1907. — 136 pp. 
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full power to treat comprehensively of the whole subject of taxation, 
but which has avoided the deeper problems and contented itself with 
suggesting only superficial remedies. Apart from two brief pas- 
sages, in the first of which the committee recommends the merging of 
the present collateral inheritance tax into a direct inheritance tax with 
rather low rates, and in the second of which the committee suggests 
the imposition of a tax on the transfer of stocks, all the substantive 
recommendations deal with the question of the taxation of corporations. 
In the treatment of this subject the committee must be regarded as 
a continuation of the committee on corporation laws of 1902, whose 
admirable report of 1903 ' dealt in great part with the taxation of cor- 
porations, containing the history of the system, a statement of the then 
existing law and a criticism of its practical operation. The report of 
1903 was also especially noteworthy for its detailed digest of all the 
various state laws on the taxation of corporations. As a result of the 
recommendations of that committee, the law of 1903 virtually split up 
the general corporation tax into three parts, dealing separately with 
street railway companies, with other public-service corporations, and 
with commercial and manufacturing corporations in general. The 
system of taxing the " corporate excess," as it is called, has given rise 
to much discontent. But even here the new committee does not go to 
the root of the matter : it does not recognize the fact that the Massachu- 
setts plan is substantially a continuance, with some slight modifications, 
of the discredited ad valorem system of taxation. The committee con- 
tents itself with suggesting that future bond issues should be taken into 
account when considering the value of the corporate franchise, which is 
now estimated on the basis of the capital stock alone. It has some 
suggestions to make regarding the distribution of the taxes on certain 
public -service corporations, the inclusion of express companies, and an 
increase in the " excise tax" on foreign corporations. It also recom- 
mends that the corporate franchise tax received from mercantile cor- 
porations be distributed to the localities, no longer in accordance with 
the antiquated rule of the residence of the shareholder, but in accord- 
ance with the new rule of the situs of the goods, wares and merchan- 
dise. Few people will be found to agree with the rather self-satisfied 
conclusions that " the method now in operation in Massachusetts is 
superior to the methods in operation in the largest and most progressive 
of the other states." In fact, as a discussion of the general problems 

1 Report of the Committee on Corporation Laws, created by Acts of 1902, chap. 
335. Boston, 1903.— 306 pp. 
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of taxation, the report of the committee of 1907 cannot compare with 
the earlier Massachusetts reports. Two minority reports, one on the 
taxation of intangible personalty, the other on the general tax system, 
dissent from the conclusions of the main committee that no great 
changes are needed. There is also a supplementary report in which a 
single member recommends a removal of the exemption of college 
property from taxation. On the whole, the Massachusetts report will 
be of only local interest. 

The report of the New York tax commission 1 suffers from the same 
mistake that was made in the organization of the Massachusetts com- 
mittee, in that the commission was composed of fifteen members. So 
large a body is likely to contain representatives of such widely varying 
views as materially to increase the difficulty of reaching a unanimous 
conclusion on any matter of real importance. This difficulty was real- 
ized at the outset, and the New York report is therefore composed of 
two parts : the main report, which was unanimously adopted, and sup- 
plementary reports presenting the different views of various groups. 
As the writer of this review was a member of this commission also, the 
notice will here be confined to a summary statement of what was 
actually accomplished. 

The New York report differs from most of the preceding reports in 
that it seeks to attack fundamental problems. For this, New York is 
in a peculiarly fortunate position, for it has reached the point which is 
still the objective in most of the other states n amely, that of separation 
of state and local revenues. In magnitude also the state as well as the 
local revenues in New York far exceed those of any other common- 
wealth. The first series of questions discussed in the report pertain to 
the state revenue. While two of the state taxes — those on inheritances 
and on corporations — are found in many other commonwealths, New 
York possesses three other taxes of great importance, the liquor license, 
the mortgage recording tax and the stock exchange tax. The liquor 
license yields altogether about $20,000,000 a year, one-half going to 
the state ; the mortgage tax yields $4,000,000 to $5,000,000 ; and the 
stock exchange tax over $6,000,000. The liquor license and the 
mortgage tax are passed over by the commission as now calling for no 
further discussion. They are accepted parts of the New York system. 
The stock exchange tax is discussed in the light of a proposition to 
extend it to produce and other exchanges. The fullest treatment 

1 Report of the Special Tax Commission of the State of New York, transmitted to 
the Legislature January 15, 1907. Albany, 1907. — 189 pp. 
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is accorded to the inheritance tax. The commission unanimously re- 
commends the adoption of a system of graduation with rates considerably 
higher than exist anywhere else in the United States at the present time. 
Finally, the system of taxing corporations in New York is admitted to 
be sadly lacking in uniformity. As the revenues derived are, however, 
very considerable, the commission refrains from making any recom- 
mendation for a thorough-going revision of the system, preferring at 
present to concentrate its attention upon the other and larger aspects 
of the tax problem. 

The commission states that the three fundamental problems of taxa- 
tion now before the people are : first, the relation of state, inter-state 
and national taxation ; second , the relation of state and local taxation ; 
and third, the reform of local taxation. As regards the first point, the 
commission discusses the situation in the light of the recent utterances 
of President Roosevelt, recommending national income and inheritance 
taxes. Decided ground is taken against the suggestion of a federal 
inheritance tax, which would deprive the states of one of the chief 
means of securing tax reform. Attention is also called to the growing 
evils of double taxation arising from inter-state complications, 'and the 
commission recommends the creation of a permanent body to deal with 
such problems. 

When it approaches the relation of state and local revenues, the New 
York commission reaches a crucial point. It is not generally recog- 
nized that the demand for the so-called separation of state and local 
revenues involves a slight confusion of ideas or at all events a some- 
what inaccurate nomenclature. The aim of the so-called " separation 
of source " is to prevent locally assessed property from being utilized 
also as a source of state taxation, the evils attending this situation being 
widely recognized. It is, however, not so generally perceived that this 
is a different question from that of imposing state taxes, part of which 
may then be returned to the localities, as is the case with the liquor license 
in New York and with many corporation taxes in other states. If the 
former system be called " separation of source," the latter system might 
appropriately be called " division of yield." The system of division of 
yield may have disadvantages of its own, but they are quite different 
from the difficulties which are sought to be averted by the separation of 
source. The division of yield calls up two problems which now face 
New York, and which before long will face all the other progressive 
states. The one is how to secure sufficient revenue for local purposes ; 
the other is how to regain in the state budget the elasticity which is 
lost as soon as the state abandons reliance on general property. As 
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regards the question of adequate local revenue , the simplest plan indeed 
is to have a separation of state and local taxation , with local option on 
the part of the localities to tax or to exempt from taxation whatever 
classes of property they see fit. Where, however, this seems to be a 
political impossibility , the only other plan calculated to attain the end 
proposed is to adopt the principle of division of yield ; that is, to levy 
high state taxes on special kinds of property or business and to turn 
over some of the surplus to the localities. This is the plan recom- 
mended by the New York state commission, chiefly for the reason that 
it was impossible to secure unanimous agreement for the other plan. 
When we come to the subject of elasticity there are again two possible 
plans. The one is to confine the state revenue to the strict needs of 
the state government and to introduce elasticity through the system of 
apportionment according to expenditures, as in Oregon. But where 
this scheme also seems impracticable as a political measure, the only 
alternative is to provide for a broad margin in the state revenues, and 
to arrange for a periodical distribution to the localities of the surplus 
above a certain figure. This plan again was unanimously adopted by 
the New York commission, although individual members doubtless pre- 
ferred the other scheme. But elasticity in some form we must have. 

The final point of general importance to which the commission ad- 
dressed itself was the reform of local taxation , and more especially the 
reform of the taxation of personal property. It was here that the com- 
mission was unable to agree, although it did unite in a scathing arraign- 
ment of the present system. " A general property tax upon the 
owners of personal property," we are told, " is everywhere, by legisla- 
tors and economists alike, pronounced to be under modern conditions 
ineffectual, and therefore inequitable and unjust." And another pas- 
sage speaks of " the unworkable and inequitable personal property 
taxation with all its anachronisms and absurdities." In the light of 
these statements it is remarkable to find a supplementary report signed 
by about half of the members of the commission, recommending a 
more rigorous enforcement of the present system of local property taxa- 
tion. This suggestion, however, which is prefaced by an exceedingly 
short discussion, is only half-hearted; for the commissioners almost 
plaintively remark " that unless relief is found by the taxation of per- 
sonal property in the way we suggest it will be found in some other and 
perhaps some more objectionable way." A second supplementary re- 
port recommends a state income tax ; while the third and longest sup- 
plementary report argues against both of the preceding suggestions and 
recommends the adoption of a local-option scheme, which will permit 
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localities to exempt personal property from taxation. While the 
signers of this last report would have been willing to accept the local- 
option scheme pure and simple , it was recognized that in the existing 
state of public opinion in New York such a plan is not feasible. The 
report accordingly proposes, under the local-option clause, not the 
complete abolition of the personal property tax, but an additional sub- 
stitute for personal property taxation in the shape of a graduated habi- 
tation tax. 

Whatever be the fate of its recommendations, the report is of interest 
as indicating the class of problems which will press for solution in the 
various states of the union when they reach the point which has already 
been attained by New York. It requires but little discernment to see 
that before long New York will have reached legally the position which 
it now occupies practically, namely, the break-up of the old general 
property tax and the abandonment of the idea of reaching the indi- 
vidual rather than the thing to be taxed. As a matter of fact, the state 
taxes of New York are to-day levied upon corporations, transfers and 
other economic agencies and processes, while local taxes are virtually 
confined to real estate, without regard in either case to the individual 
who owns the property or who gives rise to the economic phenomena. 
New York has departed from exclusive reliance on the idea of indi- 
vidual faculty and has become a good exemplification of what the 
present writer has elsewhere called the social utility theory of taxation. 
What remains to be done, is to round out the law, to make it conform 
to the facts, and to see that the example of New York is followed by 
her sister states. When that is accomplished, we shall finally have a 
system of taxation in harmony with the demands of modern life. 

Edwin R. A. Seligman. 



